January 30, 2007

Marlene Dortch

Office of the Secretary

Federal Communications Commission
445 12" Street, SW

Washington, DC 20554

Re: CC Docket No. 01-92, Missoula Plan Amendment to Incorporate a Federal
Benchmark Mechanism

The Missoula Plan Supporters and several state utility commissions met over the past
several months to consider two aspects of the Missoula Plan (or Plan). First, we considered the
effects of the Plan on “early adopter” states, i.e., those states that have already taken action to
substantially reduce intrastate access charges. Second, we considered the effects of the Plan on
universal service in states with high rates and rural populations.

We are happy to inform the Federal Communications Commission (Commission) today
that these discussions resulted in a proposal the group believes will address the complex myriad
of early adopter issues, thereby promoting equity between those states and carriers that have
already substantially reduced intrastate access charges and those that have not. Accordingly, the
details of the attached proposal are intended to be incorporated as an amendment to the Missoula
Plan.

The proposal we have crafted, referred to as the Federal Benchmark Mechanism (or
Mechanism), relies upon national residential “rate benchmarks” to establish comparability
among states. Our proposal targets new federal support to states that have the highest end-user
rates, many of which are the result of early state initiatives to reduce switched access charges.
Moreover, the Federal Benchmark Mechanism provides supplemental funding to ensure that all
areas with early adopter initiatives receive support. Finally, the Mechanism reduces the burden
on early adopter states by shifting more revenue recovery from the Missoula Plan’s Restructure
Mechanism to end-user rates in states that have retained low end-user rates.

We have guantified the impacts of this proposal based on the best available information.
In addition, we have already discussed the Federal Benchmark Mechanism proposal with state
commissioners and staff members and those commissions that approved this proposal are
signatories to this letter.

We believe this amendment is a significant step in the direction of a more fair and
balanced approach to addressing a critical problem the original Missoula Plan failed to address.
In this regard, the following parties, which either participated directly in forming a solution or
helped quantify this proposal, now come together to support this important enhancement to the
Missoula Plan. Attached please find a description of and the rationale for the Federal
Benchmark Mechanism, together with a spreadsheet that shows an estimate of the proposal’s
financial effects (Attachment).
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Respectfully Submitted, January 30, 2007.
State Commissions:

Indiana Utility Regulatory Commission
[s/Joseph Sutherland, Executive Director
Indiana Government Center South
302 W. Washington Street, Suite E306
Indianapolis, IN 46204
(317) 233-4723

Maine Public Utilities Commission
[s/ Joel Shifman, Esq.

24 State Street

18 State House Station

Augusta, ME 04333

(207) 287-1381

Nebraska Public Service Commission
/s/ Angela DuVall Melton, Esq.,

300 The Atrium Building

1200 N Street

Lincoln, NE 68508

(402) 471-3101

Vermont Department of Public Service
[s/ Christopher Campbell
Telecommunications Director

112 State Street

Montpelier, Vermont 05620-2601
(802) 828-4074

Vermont Public Service Board

[s/ Peter Bluhm, Esq.

112 State Street

Montpelier, Vermont 05620-2701
(802) 828-2358

Wyoming

Public Service Commission

/sl Steve Furtney, Chairman
Hansen Building

2515 Warren Avenue - Suite 300
Cheyenne, WY 82002

(307) 777-7427
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Missoula Plan Supporters:

AT&T INC.

/s/ Jim Lamoureux

Cathy Carpino
Gary L. Phillips
Paul K. Mancini

1120 20™ Street NW
Washington, D.C. 20036
202-457-3052

Its Attorneys

COMMONWEALTH TELEPHONE CO

[s/ Joe Laffey

Joe Laffey

39 Public Square
Wilkes-Barre, PA 18773
(570) 631-2700

CONSOLIDATED COMMUNICATIONS

/s/ Michael J. Shultz

Michael J. Shultz

350 S. Loop 336 W.
Conroe, Texas 77304
(936) 788-7414

Vice President - Regulatory & Public
Policy

EMBARQ CORPORATION

/s/ David C. Bartlett

David C. Bartlett

401 9™ Street NW
Suite 400

Washington, DC 20004
(202) 585-1965

Its Attorney

EPiCc ToucH. Co.

/s] Trenton D. Boaldin

610 S. Cosmos
Elkhart, KS 67950-0817
(620) 697-2111

President

GLOBAL CROSSING NORTH AMERICA, INC.

/s/ Paul Kouroupas

200 Park Avenue, 3" Floor
Florham Park, New Jersey 07932
973-937-0243

Vice President, Regulatory Affairs
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IOWA TELECOMMUNICATIONS SERVICES,

INC.

/s/ D. Michael Anderson

115 S. Second Avenue West
Newton, lowa 50208
(641) 787-2357

Vice President-External Affairs &
Marketing

LEVEL 3 COMMUNICATIONS, LLC

/s/ William P. Hunt, 11

1025 Eldorado Boulevard
Broomfield, Colorado 80021
(720) 888-2516

Vice President, Public Policy

MADISON RIVER COMMUNICATIONS CORP.

/sl Michael T. Skrivan

103 South Fifth Street
PO Box 430

Mebane, NC 27302
(919) 563-8230

Vice President - Revenues

WINDSTREAM CORPORATION

/s/ Cesar Caballero

Mailstop: 1170-B1F03-53A
4001 Rodney Parham Road
Little Rock, AR 72212
501-748-7142 - phone
501-748-7996 - facsimile

Its Attorney

On Behalf of the Rural Alliance Steering Committee:

Thomas Conry
CEO and General Manager

Farmers Mutual Cooperative Telephone Co.

Robert J. DeBroux
Director, Federal Affairs
TDS Telecom

Harlan, lowa Madison, Wisconsin
Wendy Fast Patrick L. Morse
President Sr. Vice President - Gov’t. Affairs

Consolidated Companies, Inc.
Lincoln, Nebraska

FairPoint Communications, Inc.
Charlotte, North Carolina

Roger Nishi

Vice President Industry Relations
Waitsfield & Champlain Valley Telecom
Waitsfield, Vermont

Ken Pfister

Vice President-Strategic Policy
Great Plains Communications, Inc
Blair, Nebraska

Jack H. Rhyner
President and CEO
TelAlaska, Inc.
Anchorage, Alaska

Jean Thaxton

Regulatory Director

Randolph Telephone Company
Randolph Telephone Membership Corp
Asheboro, North Carolina




Before the
Federal Communications Commission
Washington, D.C. 20554

In the Matter of

Developing a Unified Intercarrier CC Docket No. 01-92

Compensation Regime.

N N N N N N

Supporting Comparability Through a Federal Benchmark Mechanism

The Missoula Plan proposes a federal Early Adopter Fund of at least $200M and commits
the resources of its supporters to work with state commissioners to determine how the
mechanism should work and estimate the revenues that it will require. To that end,
interested state commissioners and their staffs have worked with representatives of the
Missoula Plan Supporters for several months to develop the following proposed Federal
Benchmark Mechanism.

A. Summary

The Federal Benchmark Mechanism (Mechanism) will create four methods of addressing
various issues that “early adopter” states, i.e., states that have substantially lowered
intrastate access rates, would otherwise face under the Missoula Plan:

First, the Mechanism addresses states with very high end user rates that are at or above a
High Benchmark Target rate. Such states presumably have allowed carriers to raise end
user rates to recover costs that previously were recovered through intrastate access
charges. In these states, carriers would be permitted to raise the interstate residential
subscriber line charges (SLCs) under the Plan only to the extent that doing so would not
cause residential per line revenues to exceed a defined level referred to as the High
Benchmark Target. The Mechanism creates Category A Funding, which would replace
some or all of the SLC increase that would otherwise be permitted under the Missoula
Plan.

Second, the Mechanism creates Category B Funding, targeted at those states with the
very highest rates. In these states the residential per line revenues are already higher than
the High Benchmark Target, before any SLC cap increase under the Plan. States with
such high rates will be eligible to recover from the Federal Benchmark Mechanism 75%



of the difference between residential per-line revenue (before any Plan SLC increase) and
the Benchmark. This funding must be used by the states first to reduce consumer
contributions to any existing intrastate universal service fund, with any remaining
amounts being used to reduce the interstate residential SLCs.

Third, the Mechanism endorses Category C Funding. This funding is designed to target
Federal Benchmark Mechanism support to early adopter states that may not have raised
local rates, but instead have adopted explicit universal service support as a means of
reducing access charges. The funding is thus limited to states with eligible explicit
universal service funds. The total amount of support a state receives between Category B
and Category C Funding is limited to the lesser of $10 million or the size of the state’s
universal service support funding, and Category C Funding must be used to reduce
contributions to that state fund.

Finally, the Federal Benchmark Mechanism includes a “Low Rate Adjustment,” which is
intended to reduce the burden on the Restructure Mechanism by reducing reliance on that
funding in states that have not had significant “early adopter” activity, and where
residential per-line revenue is thus below a “Low Benchmark Target.” Without the Low
Rate Adjustment, these states would likely qualify for substantial Restructure Mechanism
dollars under the Missoula Plan because of their higher access rates. The Adjustment
would replace some of those Restructure Mechanism dollars with an increased SLC cap.

B. Background

Historically, state commissions and legislatures have used a variety of regulatory
mechanisms to help ensure that affordable telephone service was available to consumers
in rural and high cost areas within their states. For example, many state commissions
created unique rate structures or adjusted end user prices for certain services. Moreover,
state commissions often required higher intrastate access charges and created explicit
state funds. Over the last 20+ years since access charges were first created, most states
have acted to lower intrastate access charges, and many have done so substantially.

Several of the early adopter states have raised issues about the Restructure Mechanism
(RM) established by the Missoula Plan to help replace forgone intrastate access revenues
through contributions made by end users in all states. These early adopter states have
suggested that the RM could impose a disproportionate burden on their customers:
because the early adopter states have either eliminated or sharply reduced intrastate
access charges, their carriers may be entitled to fewer or even no RM dollars.
Furthermore, customers in early adopter states already bear the extra burden of funding
an explicit state universal service fund or higher local rates caused by their state’s
reduction of access charges. At the same time, customers in these states will be required
to help pay for the recovery of intrastate access revenue reductions in states that were not
early adopters.

The extent to which an early adopter state will be unfairly burdened by the RM will vary
markedly depending on how that state historically addressed access charge reductions.
For example, some states that reduced intrastate access rates made up for the lost
revenues by increasing local rates. Others established explicit state universal service



funds. At least two states did both. Still other states reduced access rates only while they
reduced general carrier revenue requirement, and carriers in those states were neither
permitted to increase local rates nor to receive state universal service funds to make up
for the revenue reductions.

The working group followed three guiding principles in developing a proposed solution
that recognizes the disparate starting points among states.

1. Create a fair and balanced approach among states.

2. Manage the political feasibility of establishing a new federal mechanism that
provides for access recovery at a national level.

3. Address concerns of all the early adopter states, not just a handful.

These principles led to the development of the proposal. It is called the Federal
Benchmark Mechanism (FBM) because it relies upon a national residential rate
benchmark to establish comparability among states. Fully operationalizing the FBM has
required company-by-company, study area-by-study area calculations. The working
group has modeled the proposal using the best available data, and our results are attached.
Recovery of FBM dollars will be provided for in the same manner as the RM.

The Missoula Plan supporters and the states in the working group are filing the proposed
modifications to the Missoula Plan to include the FBM as an essential component of the
Plan

C. Definition of Terms

1. State USF per Line: means state universal service funds collected from end users
(rather than from carriers) divided by total switched access lines.

2. Residential Revenues per Line: means the sum of the basic residential local rate
(1FR or equivalent) plus mandatory EAS rate plus current interstate SLC plus
current intrastate SLC and SLC-like surcharges (e.g. NIC, NAF) plus State USF
per Line for a given study area.!

3. High Benchmark Target: $25.00

4. Low Benchmark Target: $20.00

5. Residential SLC Increase: means the smaller of the revenue shift per line or the
“maximum allowable SLC increase” as described in the Missoula Plan for a given

study area.

6. Access Parity: means current intrastate access rates are within 10% of current
interstate access rates in aggregate across elements.

! Residential Revenues per Line would be measured once.



7. Restructure Mechanism (RM): means the “Restructure Mechanism” described in
the Missoula Plan.

D. Federal Benchmark Mechanism?

The FBM is comprised of the following components: (1) Category A Funding; (2)
Category B Funding; (3) Category C Funding; and the (4) Low Rate Adjustment.” The
individual FBM components were designed to support the comparability of rates through
the application of several federal benchmarks.

1. Category A Funding’

If the Residential Revenues per Line is greater than the High Benchmark Target,
then there would be no Residential SLC Increase. Likewise, if the Residential
SLC increase otherwise authorized by the Missoula Plan would produce
Residential Revenues per Line exceeding the High Benchmark Target, that
interstate residential SLC increase would be reduced as necessary to preclude that
result. Category A Funding would replace any foregone interstate residential SLC
increases.

a) Example No. 1: Assume that the Residential Revenues per Line is $27.00 and
the Residential SLC Increase is $2.75 (replacing lost access revenue per line).
The High Benchmark Target is $25.00. Since the current Residential
Revenues per Line of $27.00 are greater than the $25.00 High Benchmark
Target, there would be no interstate residential SLC increase and Category A
Funding will replace the full $2.75.

b) Example No. 2: Assume another company has a Residential Revenues per
Line of $24.00 and the Residential SLC Increase is still $2.75. Adding $2.75
to $24.00 produces $26.75, which is above the $25.00 High Benchmark
Target. Therefore the actual interstate residential SLC increase would be
$1.00, and Category A Funding would replace the $1.75.

2. Category B Funding®
If Residential Revenues per Line are greater than the High Benchmark Target

before adding the Residential SLC Increase, then Category B Funding will be
available.® The amount of Category B Funding will be calculated by taking 75%

% The Federal Benchmark Mechanism applies to residential service rates, not business
service rates.

¥ The FBM is not intended to limit in any way the pricing flexibility rules described in
Section 11.C.7 of the Missoula Plan. The operational details to implement the FBM will
require additional discussion.

* Category A Funding will require FBM dollars.

> Category B Funding will require FBM dollars.

® Category A Funding will replace the Residential SLC Increase as described above.



of the difference between Residential Revenues per Line and the High Benchmark
Target.

a) Category B Funding will be used as follows.

(1) When a state has established an explicit intrastate USF fund to help
maintain affordable universal service in rural and high cost areas’, the
level of end user contributions to the state USF fund will be reduced, not
to exceed the total amount of state funding. State commissions are
required to certify to the FCC that Category B Funding was used for this
purpose.

(2) If a state does not have an explicit intrastate USF fund as described in the
preceding subsection or if the amount of Category B Funding exceeds the
total amount of eligible intrastate USF funding, Category B Funding will
be used to reduce the current interstate residential SLC by an amount not
to exceed the current rate.?

b) Example No. 1: Assume that the current Residential Revenues per Line are
$27.00. The High Benchmark Target is $25.00. Category B Funding is 75%
of the $2.00 difference which is $1.50 ($27.00 — $25.00 = $2 times .75 =
$1.50). The state commission must use Category B Funding to reduce or
eliminate contributions to any eligible intrastate USF, and must use any
remaining Category B Funding to reduce current interstate residential SLCs
for those companies and only those companies that generated Category B
Funding.

3. Category C Funding®

The working group endorses the principle that as some level of FBM funding
should be provided to as many early adopter states as possible, regardless of the
particular early adopter scenario in each state. However, where states have not
raised rates substantially to replace intrastate access charges, FBM funding, as
described above, does not provide relief. Category C Funding is designed to
provide an additional level of FBM relief for early adopter states that might
otherwise receive little or no FBM funding.

Category C Funding equates existing intrastate high cost universal service funds
with action on the part of early adopter states to reduce intrastate access charges.
In the context of the larger FBM proposal, the working group believes this
formulation is a reasonably method to identify early adopter states.

" Other types of state funds, e.g., schools and libraries, health care, 911, will not be
eligible for reductions to end user contributions to these funds.

8 When Category B Funding is used to reduce the interstate residential SLC, the amount
of federal Lifeline funding will be reduced by a corresponding amount.

® Category C Funding will require FBM dollars.



A state with eligible intrastate USF funding as described in the Category B
Funding subsection above is entitled to Category C Funding as follows: the total
amount of funding a state receives from Category B Funding and Category C
Funding cannot exceed the lesser of $10M or the state’s eligible intrastate USF
funding. Category C Funding must be used to reduce contributions to that state’s
eligible intrastate USF funding.™

a) Example No. 1: Assume a state has eligible intrastate USF funding of $15M
per year. Also assume the state receives no Category B Funding. Here, the
state would receive Category C Funding of $10M per year. The state must
use the money to reduce contributions to the state fund.

b) Example No. 2: Assume the same facts, but the state receives $4M of
Category B Funding. Here, the state would receive only $6M of Category C
Funding because the total of Category B Funding and Category C Funding
cannot exceed $10M per year.

c) Example No. 3: Assume the state has eligible intrastate USF funding of $5M
and receives $6M of Category B Funding. Here, the state would not receive
any Category C Funding because the total of Category B Funding and
Category C Funding cannot exceed the amount of eligible intrastate USF
funding.

4. Low Rate Adjustment*!

If the sum of Residential Revenues per Line plus Residential SLC Increase is
below the Low Benchmark Target and the company draws RM dollars, then an
additional amount, not to exceed $2.00, will be added to the Residential SLC
Increase’? and the carrier’s draw from the RM will be reduced by the same
amount.”® The SLC increase will not exceed the RM dollars a carrier receives. If
the carrier is not drawing any RM dollars from the plan, then the Low Rate
Adjustment will not occur. Where a state has taken significant action to
implement Access Parity by reducing intrastate switched access charges to
interstate levels, the Low Rate Adjustment will not apply.

a) Example No. 1: Assume a Track 1 carrier’s Residential SLC Increase is $3.50
per line and its Residential Revenues per Line are $10.00, for a total of

191t would not matter whether the state fund is financed through bulk billing charges on
IXCs or direct charges from consumers.

! The Low Rate Adjustment will reduce the total requirement for RM dollars.

12 Interstate residential SLC caps will be adjusted to accommodate the Low Rate
Adjustment component of the FBM. Additional federal Lifeline funding will be required
to offset interstate residential SLC increases.

13 The additional amount added to the Residential SLC Increase does not require a
company to increase the interstate SLC rates it charges to its residential customers.
However, a company must impute the maximum amount required by the Low Rate
Adjustment when calculating its RM.



$13.50. Also assume the Track 1 carrier receives more than $2.00 dollars per
line of RM dollars. Since the $13.50 is below the $20.00 Low Benchmark
Target by more than $2.00, the Residential SLC would increase by $5.50
($3.50+%$2.00). In this case, the final Residential Revenues per Line would be
$15.50, not $13.50."

b) Example No. 2: Assume a Track 1 carrier’s Residential SLC Increase is $3.50
per line and its Residential Revenues per Line are $15.50, for a total of
$19.00. Also assume the Track 1 carrier receives more than $2.00 per line of
RM dollars. Since the $19.00 is below the $20.00 Low Benchmark Target by
$1.00, the Residential SLC would increase by $4.50 ($3.50+%$1.00). In this
case, the final Residential Revenues per Line would be $20.00, not $19.00.

E. Financial Overview

To assist with the evaluation of its proposal, the working group estimates that
approximately $806M will be required to incorporate the FBM proposal into the
Missoula Plan. This represents the sum of $579M for Category A Funding, $141M for
Category B Funding and $111M for Category C Funding, less a $25M reduction to the
RM attributable to the Low Rate Adjustment. The FBM proposal provides net positive
support for 39 states.™

4 Under the same assumptions and with a Residential SLC Increase of $2.25, the
interstate residential SLCs for a Track 2 or 3 carrier would rise to $4.25 ($2.25+$2.00).
> The Low Rate Adjustment reduces RM to 6 states.
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Existing State Rural plus Non-Rural High Cost Funds

State Rural plus Non-

“As of 1-22-2007 these 31 states have provided some state level data through RM and EAM input sheet.
** This information in conjunction with FBM-Category B dollars were used in estimating FBM-Category C fundings
amount that totaled to 3114 million (as of January 29, 2007)

State | Rural High Cost Funding
Used**
$ 2,100,000
$ .
18 10,500,000
$ 1,000,000
1% 567,800,000
$ 60,900,000
$ .
$ -
18
$ -
$ 2,900,000
$ .
Ts -
$ 2,000,000
s 10,500,000
$ 10,500,000
s 45,000,000
$
$ .
$ .
% -
5 8,000,000
; $ -
MN iy _
o o), it IS .
Ms* $ .
T $ .
NC* $ .
ND* s .
NE* $ 74,000,000
NH $
NJ $
NM $ 18,000,000
NV $ 400,000
Ny* $ -
OH* $ .
oK “ls 37,000,000
OR* $ 52,550,000
. $ 33,400,000
PR $ .
SRIL $ R
sc $ 82,000,000
soD* $ .
TN* 3 B
™ $ 543,000,000
uT $ 6,400,000
VA $ .
VT* $ B
WA 13 -
wi $ 290,000
WY -
Wy* $ 2,750,000
Total | § 1,570,990,000
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